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havea Se eae ee 


Do We Have a New Farm 
Price Policy? 
* 


Mr. Scuutrz: Two distinguished colleagues join me here today. 
joth have done a great deal of creative work in the field of agricul- 
aral policy and in the area which we are about to discuss—whether 
re have a new farm price policy. 

Let me turn to you first, Galbraith. In your view and as you see 
in terms of what has happened in recent months, do we, in fact, 
ave a new farm price policy in the United States? 

Mr. Garsrartu: I imagine that that is a question which a great many 
zople are asking. A great many people must be supposing that the 
ew farm price policy very much resembles the old one; and I rather 
sink that it does. As a matter of fact, it presents an interesting 
lemma or an interesting problem. Two or three months ago in 
t. Paul, Minnesota, Secretary of Agriculture Benson announced a 
ew price policy. He said that support prices would be maintained 
ereafter only at disaster levels, as disaster insurance. Then, about a 
sonth later he selected butter as a startling example of how the old 
plicy was to be continued. And I think this bolsters up the case that 
e policy has not, in fact, changed. 


Mr. Scuutrz: Actually they came closer together; there was only 
imatter of days between the St. Paul speech and the announcement 
a butter support. It was a very short time. 

Mr. GasraitH: I stand corrected on my history. 

Mr. Scuuttz: Heflebower, on this same question, what would you 
y? Do you think that we have a new farm price policy? 

‘Mr. Heriesower: I would agree with Galbraith. When the Secre- 
ty spoke in St. Paul and laid down a new gospel, he quickly did 
follow it, because, when he had an opportunity to follow out 
le principle of flexible supports, he elected, for what reasons I am 
yt sure, to hold to a rigid support at 90 per cent of parity. 

. Scuuttz: What else can one say about the policy which we 
ve? Are we back in acreage allotments and marketing quotas? 


is the old line. 
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Mr. GatsraitH: The Republican platform, last autumn, said som 
very hard words about acreage allotments and marketing quotas, bu 
I saw an announcement within the last week or two that they may bi 
necessary next year for wheat and for cotton. 


Mr. Scuuttz: Are we back to import quotas, et cetera? 
Mr. GarsraiTtH: Export dumping. 
Mr. Scuuttz: Export dumping. 


Mr. Herresower: Possibly in the end even two price systems it 
the domestic market. In other words, if we accumulate surpluses be 
yond which we can store economically or commodities which do no 
store, we will have to take some kind of drastic action; and cer 
tainly, with the efficiency of modern agriculture, supports at 90 pe 
cent of parity will lead to that end. 


Mr. Scuuttrz: But now the Commodity Credit Corporation is ac 
cumulating billions in new products, additional farm products. Thi 
is a fact. 


Mr. GatpraltH: Well, “billions” is a little high. 
Mr. Scuuttz: Two billion. 
Mr. GarsraitH: About two billion since last summer. 


Mr. Scuuttz: This is the way to put it, yes; but are we permittec 
to say that there has been no change in farm price policy? Is thi 
the summary of what you two have said? 


Mr. Herresower: I see no change shown by action. 


Mr. GatsraitH: I do not think that there has been any changé 
either. I suppose that a round table of this sort is supposed to de 
velop some disagreement, but I do not think that there is any o: 
this point. The new program looks very much like the old o 
to me. 


Mr. Herresower: And to drive the point home, it seems to 
that whereas before the war supports were designed to help agr 
culture when the national income was low, here we have these su 
ports in effect when the national income is high and steady. 


Mr. GatpraITH: Just a minute on that. The national income 
high and steady and rising. However, it has to be said that far 
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tices have been a bit weak for the last several months; in fact, 
vey have been very weak. 


Mr. Scuuttz: But I am still protesting the place where you came 
it. I am quite willing to accept what you said just now. 


‘Mr. GarsraitH: You say that there is a change in farm price policy? 


‘Mr. Scuutrz: I was puzzled by the view here. It is true that 
jroughout a good deal of the western part of agriculture, through 
e plains states and the western part of the corn belt, at least farmers 
link that there has been a profound change. There is really some rest- 
ssness about change. I have seen some polls on this. 


. GatpraitH: Oh, yes. I think that what happened was this: 
: St. Paul, Secretary Benson did announce a change in farm price 
llicy, but when the chips were down and the problem had to be 
ced, he found that it was not so easy to change as he had ex- 
cted. Let us take the case of butter. What happened there? Butter 
id been supported at 90 per cent of parity up until the end of 
t February. This is a purely optional support. He could have 
fopped it to as low as 75 per cent of parity. He chose to continue 
sat 90 per cent of parity, and I think that he chose to do so for 
lly the one reason that butter pegs the whole price of dairy products 
id that the dropping of that peg would have resulted in the dropping 
ithe incomes of dairy farmers across the board. 


Mr. Scuuttz: But you are still saying to me that all these farmers 
ao now feel that there has been a profound change in policy just 
+ not correct, that they are drawing an incorrect, an invalid infer- 
ce from what has happened in the Department of Agriculture. 


Mr. GarsraitH: Not so. There has been no change so far. I agree 
th Heflebower that the change has been only one of words. I think 
it what we might say is that the present Secretary of Agriculture 
oing reluctantly what the past Secretary of Agriculture did with a 
tain amount of enthusiasm. 


. Hertesower: And it also should be made clear, I think, that 
_ present Secretary may feel that it is necessary for him to carry on 
re or less as the policy was until there has been a time to reexamine 
whole situation and to see whether a flexible support program will 
act be desirable and be allowed to go into effect by the Congress. 
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Mr. GarsraitH: I think in all fairness that that needs to be said 
and, in the case of dairying again he has had a committee working o1 
new proposals. 


Mr. Scuuttz: Let me, however, come now for a moment to tht 
defense of the Secretary. Let us suppose that he really wanted t 
change the policy along the lines of his St. Paul speech. 


Mr. Gatsraitu: I am not attacking the Secretary here; I am merel} 
stating a fact. 


Mr. Scuutrz: No, but let us suppose that he wanted to, he coulc 
not have changed the accumulations of the Commodity Credit Cor. 
poration, which is buying all this cotton and wheat and taking it al 
a loss. He could not have done otherwise on the import quotas. Hi 
could not do otherwise than announce acreage allotments and mar 
keting quotas coming on for next year in view of the large supplies 


Mr. GarsraitH: He may have had a little more discretion on tha 
than you say. 


Mr. Scuuttz: The only exception is the fact that he did not have 
to go for the 90 per cent of parity peg price support on butter. Thi 
is so far the only one that you have brought up on which he ha 
a choice. 


Mr. GarsraitH: That is right. I think that it is fair to say th 
he probably has a little more discretion both on the import quot 
and on the question of ordering production controls than you impl 
but this is the least of them. 


Mr. Scuutrz: I am inclined to say that the farmers, in reading in 
what has happened or what they think the Secretary would like 
do as he announced himself at St. Paul, Denver, and elsewhere, do s 
what represents a fairly basic change in policy if the Secretary had 
chance to get the new laws to carry out. 


Mr. Gatsraitu: Oh, I do not agree with you at all on that. I thi 
that you are looking for change. 


Mr. Scuuttz: The farmers are wrong in believing that there h 
been a change. Is that what you are saying to me? 


Mr. Gaxsraitu: I am saying that there has been no change so f 
that there has been no change expressed in action up to this ti 
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Mr. Herresower: I agree with that. And it seems to me that this 
particularly evident to the farmers because butter is a commodity 
2 price position of which should have been changed basically rela- 
e to other commodities. That basic adjustment was blocked by 
2 use of the funds from the federal treasury. I do not see how, there- 
-e, farmers are convinced that there has been any change in policy. 


Mr. Scuuttz: Let us turn to the question which you posed earlier, 
eflebower. I think that you are somewhat wrong in the inference 
it you are drawing here, but perhaps we will come back to this. 


Mr. GaprairH: What is the evidence for this error? But let us 
t develop that. 


Mr. Scuuttz: My point is simply this, Galbraith: That if the Secre- 
lege 
Mr. GasraltH: Point to one action. 


Mr. ScuHuttz: . . . has a chance to get a change in the laws, he 
suld and will reach at every point that he can to what he was saying 
St. Paul, that the farmers are right. 


Mr. Gavsratru: There has been a change in intentions; I agree with 
a on that. But point out to me one action that represents a change. 


Mr. Scrutrz: I am simply saying that he has had no choice. 
. GatpralTH: So there has been no change. 


. ScHuttz: He has had no choice in making a change. 


“rx. GarpralTH: Since he has had no choice, there has been no 
inge. 
. ScHuttz: You can interpret it in this fashion if you wish. 


Mz. Hertesower: What you are really saying, then, considering 
tat he did in the case of butter, is that he does not want to take 
’ r particular product and introduce low supports for it. He wants 
wait until all agriculture can be treated the same way by congres- 
nal action. 


. Scuuttz: I am not trying to justify the actions of the Secretary 
butter. I am just saying that this is completely inconsistent with 
at he said at St. Paul. 


. Hertesower: That is right. 
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Mr. Scuutrz: And this is a fact which has to be stated again an 
again. It is a fact which one has to understand if one can watch suc 
things happen in our political process. 

I do like this question though, Heflebower, that you put a while ag 
when I went back to this earlier set of views which we were expres: 
ing. Why are farm prices dropping when all other prices are so hig 
and steady? I think that we ought really to get into this one if we car 


Mr. Herresower: I would think that that might be explained i 
terms of farm prices coming down in advance of a general softenin, 
in the economy, which often happens with raw-material prices, or i 
may mean that agricultural prices are going to adjust relative to othe 
prices, in the absence of government interference. 


Mr. GatsraitH: In other words, either this may be the herald o 
the forthcoming depression, or it may be something peculiar in agri 
culture? 


Mr. Herresower: That is right. And I am inclined to think — 
good deal of it is the latter—namely, that agricultural prices hav 
boomed up, that agricultural prices have been high relative to oth 
prices, and that the combination of technological advance in t 
country and increased postwar production elsewhere may simp 
mean that agricultural prices should settle down lower relative 
nonagricultural prices. 


Mr. GatsraitH: I would agree with you on that, although I wou 
put it in a bit more specific terms. The main thing which has broug 
about the weakness in agricultural prices in the last six months h 
been the drop in exports. Our wheat exports are off by more than 
third; cotton exports are off by about one-half. 


Mr. HeFtesower: Why have our exports dropped so much? 


Mr. Gatsraltu: For one thing, the recovery of European agricult 
under the Marshall Plan; ECA has decreased the need for food i 
ports, cereal imports, from this hemisphere. Also there has been 
recurrent shortage of dollars available for food purchases from 
hemisphere, and this has been fairly chronic. 


Mr. Scuurtz: Let me take advantage, Galbraith, of what you h 
said, because here I think that we are in very basic agreement. 
have been shipping out food to feed a large number of people in 
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orld. At one time this took care of as many as a hundred million 
ople in the world, from estimates of various kinds. We geared 
urselyes to this. The production is still there to take care of this 
-ge foreign demand, and, as you have said, this foreign demand is 
»w disappearing. You put it very specifically. People do not need or 
» not want this large volume. 


rR. GALBRAITH: Or cannot afford it. 


Mr. Scuutrz: Or cannot afford it. It is economy; their demand has 
len off. But the production stays at the older level, it is this high 
cord level. I would introduce the fact that when you cut back a 
mand, even this much, this means large changes in prices in agri- 
Iture because of the technical low-price elasticity. 


r. GarsraltH: Right. 


. Scuuttz: A small change in the demand, in this sense less 
imand, means large changes in price. So that really what we are see- 
here is the long-delayed postwar return to a much smaller demand 
oad for American farm and food products. 


r. GapralTH: It seems to me that we have to add one or two 
ner things. We did have a very big crop last year, an exceptionally 
ge crop. 


Mr. Scuuttz: I would say that this kind of crop with the very high 
elds is what we think of as normal now because of the advances 
nich we have made in techniques. We had a lot of drought last 
ar, too. 


. Hertesower: That is my point. This is the new level of out- 


r. ScHuttz: Right. 


. Hertesower: . . . here and abroad with which we have to 
al. Not only is the price elasticity of demand for agricultural 
oducts low, but the adjustment downward of agricultural capacity 
very slow in response to low prices. 

I would like to object to a view which I think is quite widespread, 
at is, that a drop of agricultural prices is bad per se. It seems to 
> that some settling-down of agricultural prices, probably a larger 
tling-down of agricultural prices than most others, was to be ex- 
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pected and was to be good. The only serious question is whethe 
we are facing a damaging degree of falling farm prices. 


Mr. Scuutrz: Let us, however, underwrite or agree with a poin 
which you have made, although I want to come back to it later i 
another context, as I see this set of issues. The question might be pu 
this way: Do we have to face and to adjust our farm economy t 
this decline and cutback in foreign demand? I would give the affirm 
ative answer that we must. This is a fundamental fact which come 
out of the postwar period, just as we had to increase our productio: 
and supply changes in response to the big increase in demand abroa 
as we went into the war years. 


Mr. Gatsraltu: I think that there are degrees to this. I would agre 
that we may have to have some cutback. I think that a vigorous trad 
program, heavy and willing imports on our side, may do somethin 
to help maintain demand for our farm products. I am also incline 
to think that more can be done than has been in placing our staple 
at the disposal of people who need them on terms that they can affor 
to pay. There has been some legislation introduced in Congress i 
the last few months, for example, to make some part of our stapl 
stocks available to Pakistan, which is now facing a very serious starve 
tion situation. I would thus not cut back to the point where we ex 
clude the possibility of larger foreign shipments and also the use of ou 
stocks where they are needed. 


Mr. Herresower: I understand that there is a group who fee! 
that if we could by some means make effective the demand for foo 
and fiber of the areas of high population increase, there would be n 
such thing as a surplus of food in this country; but obviously at the 
present incomes and with the number of dollars which they have th 
cannot actually buy it. 


Mr. Gatpraitu: That is a point which I have in mind. The politi 
consequences of production controls in the United States at a ti 
when there is a great deal of starvation elsewhere in the world a 
not very good. I do not think that we should overlook any possibiliti 
for keeping our food stocks available to people who need them. 


Mr. Scuutrz: This sounds very good, Galbraith, but I am afr 
that if one really breaks into this, it turns out to be an illusion 
any sense of the possible. If India has dollars with which to buy, 
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3; going to buy capital goods; it is not going to buy food. It is only 
inder the drastic circumstances of this long set of adversities which 
ney had in relation to food that they came into our market at all. 
“hus, it is possible to pick up under very extraordinary circumstances 

small operation in exports; Pakistan represents a very small opera- 
jon. 


Mr. GatsrarrH: I do not want to exaggerate the importance of 
his, but, on the other hand, I do not want to deny our responsibilities 
a this area either. I think that we have responsibilities here. 


Mr. Hertesower: In carrying out our international policy it seems 
9 me that food can do as much on occasion as can capital equipment. 
‘ince we are going to lend the money to a government, we may 
end the money in the form of food rather than in the form of 
aachinery. 


Mr. Scuutrz: But let their preferences come to play. If you assume 

nat they have a community preference, then I am saying that this 
vill run adverse to buying food from us. I should say that if we 
void war in the decade ahead, even with large export subsidies such 
s we have in wheat and other products, we are going to find the 
oreign demand and the foreign outlets shrinking. 
But let me turn to a more immediate issue, and that is to press 
jou on what you think the recent effects of farm price supports have 
en. We said a moment ago that the Commodity Credit Corporation 
as bought two billion dollars worth of additional farm products. 
What has that been doing to the rest of the economy and to the 
gricultural economy? 


Mr. GatsrairH: There are price weaknesses which we have seen 
a the last six months. Prices began to go down about last August, 
nd they have been drifting down ever since, although there has been 
ome stabilization in recent months. 


Mr. Scuutrz: This is in farm prices? 


Mr. Gatsrartu: In farm prices. But this has been arrested by the 
rice-support policy; and at the present time, cotton, wheat, corn, and 
aost of the staples are resting on supports. I am quite frank about it. 
think that we would have had an extremely severe price drop in 
griculture if it had not been for the price-support policy. We always 
ee the disadvantages of price-support policy. Here is a case in which 
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there are concealed advantages for the economy which we have not 
seen. We might have had a quite sharp agricultural depression if 
it had not been for the price-support policy in these recent months. 


Mr. Hertesower: That is certainly true of some of the staples. The 
demand for some of the staples is so inelastic that the clear-the-market 
price would have been very low; but that, of course, is quite different 
from having 90 per cent of parity supports. 


Mr. GarsraitH: You think that the prices could have gone a bit 
lower than they did? 


Mr. Herresower: Yes, and without damaging agriculture or the 
economy generally. I think that they could have gone considerably 
lower. 


Mr. GatsraitH: I would not argue as to what the level should be, 
but I think the supports did have advantages for the economy as. 
a whole. 


Mr. Scuuttz: There is a point in what Galbraith is saying. It is 
a kind of guess or a view as to what would have happened to farm 
prices relative to where they are now, or relative to other prices, had 
there been no Commodity Credit Corporation purchases in the last 
six months. I am inclined to agree with Galbraith here that farm 
prices would have dropped 20 per cent as against 10... 


Mr. GarsraitH: More than that; take wheat, for example. 


Mr. Scnuttz: ... or even more than that if one takes specific com 
modities. I was taking an index of all prices. 


Mr. Herresower: I am not denying that. All I am saying is tha 
there is a good deal of difference between that kind of level and 9 
per cent. And it seems to me that, to pick a figure out of the air, a dro 
to 75 per cent of parity or 80 per cent would not have been damagin 
to agriculture, or to the economy generally. 


Mr. Garsraitu: I am not prepared certainly to argue what the effec 
of the larger drop would have been. I do think that we could hav 
had, without the supports, a large enough drop so that purchases o 
farm machinery and purchases of consumer durables by farmers woul 
have been rather severely curtailed. 


Mr. Hertesower: I would agree if we say “without supports.” Th ) 
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mrocess of adjustment to this continued war and defense experience 
sould have been so dramatic and drastic as to have been harmful. 
ut the thing which worries me is a general fear that we have of let- 
ing the economy settle down. Whenever we face the problem of let- 
ing the federal budget be balanced or of letting prices settle down, 
e fear that we are going into a depression. It seems to me we need 
. settling-down in the economy. 


Mr. GapralTH: But you distinguish between a settling-down and a 
lepression? 


Mr. HEFLesower: Oh yes! 
Mr. GatpralTH: You are not arguing for a depression? 
Mr. Heriesower: I certainly am not. 


Mr. GatsralTH: If we can have lower prices generally without a de- 
iression, that is fine. 


Mr. Herresower: But lowering prices generally will mean that some 
ices go down considerably. 


Mk. Scuuttz: The point which has been made so far by both of you 

‘ that the Commodity Credit Corporation in a real sense has supported 
nis sector of the economy and, in doing so, may have headed off a very 
jabstantial downward drift of all prices. This is a kind of speculation 
which you both have been making. 
Having held wheat at $2.20 a bushel or above and cotton at $30.00 
and by the way, most of these are below the parity levels actually on 
ae farms now), is it not true that there has been a substantial distor- 
‘on in the price of one farm product as compared to the other? Is it not 
jue that butter simply is completely out of line as to where it should 
le in terms of any sense that the economists can bring to market rela- 
nships ? 


} Mr. GarsraitrH: Let me be clear about one thing here. In saying 
at the price supports have served a useful purpose in these last 
veral months, I do not want to seem to indorse all their effects. I 
vust say that I think that the effect of the price support on butter is 
ing to be very damaging to the interests of dairymen themselves. 


Mr. Hertesower: Right. 


‘Mr. Garsrairi: That is, it is really subsidizing the substitution of 
eomargarine, and I have a feeling that when consumers shift to 
omargarine, they do not shift back too quickly or too easily. 
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Mr. Hertesower: They find that they cannot tell it from butter. 


Mr. Scuutrz: Butter merely dramatized what is happening also in 
other parts. 


Mr. GatpralTH: It is an extreme case. I would not say that there 
is anything as damaging happening in the case of cotton, for example, 
as in the case of butter. This is one of the mistakes which we make 
about farm policy. We generalize much too widely. While we can 
have serious effects in the application of a price support to a product 
like butter, they may be much less damaging for something else. 


Mr. Scuuttz: I do not know what you mean by “generalizing.” 
We started out by saying that some farm prices are now out of line 
relative to other farm prices. This is all that we said, and you cite 
one major case. That is all that you need to establish the relationship 
and the principle. I am sure that there are others. Wheat has cer- 
tainly gotten out of line internally in relation to other farm-product 
prices. This is a major industry, and it also is related to the foreign- 
demand problem. 


Mr. GatsraltH: Yes; although I do not think that there is any long- 
run effect which is as damaging to the wheat farmer in the support 
situation as there is to the dairy farmer. | 


Mr. Scuuttz: Well, I could argue this round and round. 


Mr. Heriesower: Wheat illustrates another aspect of the adjustment, 
namely, the marked influence of technological advance and that parity 
price for wheat is just a very high price, considering costs. 


Mr. Scuuttz: We have said a lot here about some of the conse 
quences of farm price supports. We have argued that there really ha 
been no change in farm price policy. And we have introduced a vie 
that there is a very fundamental change in demand, particularly fro 
abroad, which does bring on adverse price pressure on agriculture. 

But let us look ahead. What really are the major choices in far 
price policy which would improve such policy? 

Mr. Gatsraitu: Well, who is going to take that one up? 

Mr. Hertesower: I would be willing to make the observation tha 
from a long pull when the national income is high, I do not see th 


farm price supports, whether in the form of supporting individu 
commodities or income payments or what not, should be high enoug’ 
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to encourage the maintenance of excess capacity in any particular 
agricultural area. But the danger which we face now is that, having 
sused 90 per cent of parity as a means of stimulating production during 
ithe war and defense period, no one wants to give it up. The dollars 
are high, and therefore a good long-term policy is sold for immediate 
returns. 


Mr. GatsraitH: I would not agree entirely with you on that. I 
think that the support-price policy—and I am not going to argue 
Bout the specific level—gives a reinforcement to the economy, a sup- 
port to the economy which may be greater than we sometimes think. 


Mr. Heritesower: I said that my point was valid when the national 
income was high. 


Mr. GatsraitH: What I would say we need more than anything else 
is a much more practical sort of approach to the use of price supports 
and recognition of the fact that they work very well in some cases 
and that they work very badly in other cases. We should not try to 
get one over-all formula for using them. 


Mr. Hertesower: That means that you have to give wide adminis- 
trative discretion. 


Mr. Scuuttz: But this allows you anything and everything. Really, 
eflebower started saying some things about the relevance and the 
necessity of price supports if we have full employment and if the 
domestic economy is running strong. Now I am not sure what you 
ould say, Galbraith, because you said to do a lot of things and used 
the word “practical.” That is no answer. 


Mr. GatpralTH: Oh yes, that is an answer. 


Mr. Scuuttz: “Practical” means everything that you like or every- 
ching that I do not like; or it could be the converse, you see, if I were 
using that term. 


_ Mr. GaxsrarrH: No. As I use the term “practical,” I would say 
that we deal with individual situations rather than having one broad 
ormula for collecting them all. Let me give you a specific illustration. 


_ Mr. Scuutrz: Under full employment now. 


_ Mr. Garsrartu: Under full-employment conditions. I would regard 
e general market demand as our main support for farm prices, and 
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I would hope that we would have a support system which would 
allow prices to rise above it. In other words, price supports would not 
be effective under full-employment conditions. 


Mr. Her.resower: With that I would agree. 
Mr. Scuutrz: Would that be 90 per cent, or less? 


Mr. GatsraitH: I do not think that one can make any calculation © 


as firm as that. 


Mr. HEFLEBoweER: You have to say less than 90 on that basis. 


Mr. GatpraitH: There are some products which will regularly be © 
above 90 per cent. We do not have to worry about 90 per cent in the 
case of meat, for example. For specific situations like butter I would not — 


use price supports when they are in trouble. We have had a special 
problem in the case of dairy products. There has been a substitution of 
cheap vegetable fats for butter and a softness in butter prices. Now, 
to use price supports in that situation seems to me to be very un- 


fortunate. If it is necessary to let the dairymen down easily, if it is” 
necessary to avoid bankruptcy there, I would argue for production — 


payments and let prices find their own level. 


Mr. Scuuttz: This needs to be qualified, because we do not know 


what we are talking about when we say “production payments,” 
with an adjective applied or not. But we agreed earlier that the export 
outlet, the export demand, has shrunken, and in a very real sense the 
economy has to adjust to that. 


Mr. GatsraitH: That is right. 


Mk. Scuuttz: This has price implications. And how are we going to 
move to this new—to use our own term in economics—“equilibrium”? 
You see, this is what I am pressing for. 


Mr. GasraitH: Do you want to answer your own question in one- 
half minute? 


Mr. Scuuttz: We must have another program where we actually 
reveal our constructive insights on this, because we have just come 
to the major choices in improving farm price policy. 


I think that we can say, as we have agreed, that, when we look at 
what has happened on the American scene in farm prices, they are 
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dropping; that this drop is really reflecting fundamentally the change 
n foreign demand. 

We do apparently agree that there has been no real change in farm 
price policy as it has come forward in the present administration. 
We have discussed the effects of farm price supports, but we have 
not really reached the point where we have offered major new choices 
in our own right. 


SS 
“he Rounp Tass, oldest educational program continuously on the air, is broadcast entire- 
y without script, although participants meet in advance, prepare a topical outline, and ex- 
hange data and views. The opinion of each speaker is his own and in no way involves the 
esponsibility of either the University of Chicago or the National Broadcasting Company. 
The supplementary information in this pamphlet has been developed by staff research and 
+ not to be considered as representing the opinions of the Round TaBLE speakers. 
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Hyporuesis ExpLaininc THE Price INsTaBitiry oF AGRICULTURE 


When we leave changes in the general level of prices aside, the rest — 


of the instability that characterizes farm prices may be explained by a 
very simple hypothesis, namely, that the price elasticities of the demand 
and of the supply of farm products are low and that the shift in one or 
the other of the schedules is large and abrupt. How relevant is this 


simple formulation? To express, first, a belief about the American — 


economy: Both the demand and supply of farm products are quite in- 


elastic in the short run and, therefore, any large shift in one or the © 


other of the two schedules will result in a large rise or fall in price. | 


These two propositions—one regarding the relevant elasticities and 
the other about the number and magnitude of the shifts—are state- 
ments about particular attributes of the economy that can be put to 
tests oc 


Suirrs Tuat Are Larce 


Our hypothesis to explain the instability of farm product prices pre- 


sumes that the elasticities are low and the shifts that occur are some- 
times large. Are there in fact large shifts in either the demand or the — 


supply schedule of farm products either within the stock period or in 


a two-year time interval? At this point we shall merely sketch the — 


general outlines of the picture. 

Variations in Stocks and Supply Shifts. —The stock of a particular 
farm product, available after the crop is made, does in fact vary 
substantially from year to year depending upon the weather. 

A mere glance at the variations in yield will suffice at this point. 
From 1919 to 1949, the year-to-year variations in crop production per 
acre of cropland in the United States averaged over 7 per cent per 


year. This average of 7 per cent hides not only many larger changes” 


* Selections from chapter 11 of the new book by Mr. Schultz, The Economic Organi- 


zation of Agriculture (New York: McGraw-Hill Book Co., 1953). Reprinted by special — 


permission, 
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aat occurred in particular years but also the wide fluctuations in the 
elds of particular crops. For example, the yield of the 18 major field 

ops fell 14 per cent in 1934, 13 per cent in 1936, 12 per cent in 1913, 
ad 11 per cent in 1916 and rose 34 per cent in 1937, 25 per cent 
1 1935, and 19 per cent in 1948. 

The variations in yield of particular crops for the 1909-1949 period, 
‘ter allowing for the secular increase in yield, ranged from 3.8 per 
ent per year for rice to 29 per cent for apples. The more important 
‘ops show the following: tobacco, 4.5 per cent; potatoes, 6.8 per cent; 
»ybeans, 8 per cent; wheat, 9.4 per cent; cotton, 10.6 per cent; corn, 
+ per cent; oats, 16 per cent; and flaxseed, 19 per cent. Regional, local, 
ad farm variation in yields from year to year are hidden, of course, 
1 each of these averages. They were large indeed as we shall show 
‘ter. 

Variations in yield are in fact large; they are caused primarily by 
reather; they are of the nature of shocks which originate outside the 
onomic system. As a consequence of the effects of weather, large shifts 
ccur from year to year in the size of the stock with which the econ- 
my begins the “crop” year... . 

Demand Shifts—The shock of war on the demand for farm products 

on about the same footing as is weather in the preceding analysis. 
the mobilization for war, the waging of war, and the return to peace- 
al conditions give rise to large shifts in the demand for farm products. 
these shifts have occurred quickly. There is no doubt that the event 
= World War I shifted the demand rapidly and very far to the right 
ad then in the aftermath of the early twenties the shift was sharply 
» the left. World War II brought a repeat performance, except that 
1e leftward shift afterwards was less pronounced; and following June, 
"50, with the outbreak of hostilities in Korea, the demand, once again, 
aifted substantially to the right.... 

Experience in the United States indicates frequent shifts in the de- 
sand for farm products. Variations in the size of the stock with which 
re begin the crop year are sometimes large, especially of particular 

m products. The demand, again and again, has made large shifts, 
sruptly caused by mobilization, war, and the return to peace and by 
sajor depressions and related recoveries. How readily large shifts of 
ais kind are absorbed will depend upon the elasticities of the relevant 

and and supply schedules to which we now turn. 
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Exasticities Tuat Are Revativety Low 


The price elasticities of both the demand and supply of farm products 
are, so it appears, far over on the inelastic side. We shall examine each 
briefly. 

Elasticities of the Demand.—It will be helpful to think of the de- 
mand schedule as having three segments, that is, (1) middle, (2) upper, 
and (3) a lower segment. Most of the information at hand is related 
to the middle segment. Let us take, first, the demand for food of United 
States civilians at retail. When we take food as measured by the Bureau 
of Agricultural Economics index of food consumption, it is our belief 
that the middle segment of this demand schedule has a price elasticity 
of approximately —.25. We believe that there exists an upper segment 
where this schedule is somewhat more elastic. Experience suggests, 
however, that this segment is not reached even though food prices 
at retail rise, say, 25 per cent relative to other consumer prices. This 
is the interpretation we place on what happened, for example, from 
1940 to 1947. Two implications follow: (1) it is necessary for food 
prices at retail to rise more than 25 per cent relatively before sub- 
stantial additional substitution comes into play; and (2) before this 
turning point is reached, in letting changes in relative prices curtail 
food consumption, the political process is likely to intervene. There 
also exists, in our judgment, a lower segment where this demand 
schedule will become somewhat more elastic. But here, again, it is not 
likely to be revealed in practice. The large drop in food prices rela- 
tive to other consumer prices at retail from 1929 to 1933 did not do so. 
What is more, the political process is not likely to let farm food prices 
at the point of farm sales, and, therefore, also not food at retail, 
drop so far relatively before it intervenes... . 

Elasticities of the Supply—The response of the supply of farm prod- 
ucts to prices may be examined under various circumstances. In Part 
One, we found that, as a consequence of economic development which 
characterized the United States, say, from 1910-1950, agricultural pro- 
duction for sale and farm consumption increased about 75 per cent al- 
though farm prices taken as a whole were about the same relative to 
other product prices at the end as they were at the beginning of this 
period. We are now concerned, not with changes that occur over a period 
of decades, but with price movements that occur in a two-year time inter- 
val and with the stock period defined to cover the time interval between 
harvests. 
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The supply of farmers during the stock period is necessarily very in- 
astic when we take all farm products in the aggregate. In Chap. 14, 
e shall examine both the farm household and the farm business and 
ace the effects of a change in price upon the amount of products 
hich farmers will sell. The substitution effects in the household are 
ll appreciable, but because so small a proportion of farm output 
consumed in the farm household, a 10 per cent change in the amount 
nsumed would alter this supply less than 1 per cent. The income 
‘ects in the farm household are near zero or negative because home- 
oduced food is approaching the status of an inferior good against 
come for farm families. In the farm business, the price effects are 
-ge in the case of those farm products that are used in further 
oduction. Storage by farmers is difficult to get at because of the way 
-m programs have operated. Even so, it is clear that the over-all effects 
farm storage must be small because for farmers most farm products 
2 quite perishable. 

How elastic is the short-run supply of farm products? For particular 
oducts where inputs can be transferred readily from other farm op- 
ations, it is highly elastic. Some minor crops, like flaxseed, with 
small acreage relative to wheat and in areas where either crop 
ay be grown, respond quickly and substantially to changes in relative 
ices. It is a commonplace to stress the importance of relative 
a? within agriculture, for there are many situations in farming 
ere large shifts occur readily and quickly among products in re- 
onse to changes in relative farm prices. Major crops and large cate- 
ries of livestock products are, however, on a very different footing, 
d when we take all farm products, in a two-year setting as our 
ort run, the price elasticity of the supply is relatively low. 

some insights about the elasticity of the supply of farm products 
iy be had by studying the changes in agricultural production 
puts following a large rise or fall in farm prices relative to other 
duct prices. This relation between inputs and prices will be con- 
ered in some detail in Chap. 13. The large drop in farm prices in 
-9-1920 was followed by a 4 per cent reduction in total agricultural 
yuts by 1924. Table 1 gives more recent data relevant to this rela- 
between inputs and prices. For the period 1929 to 1932, a fall 
relative prices (based on the parity ratio) of 37 per cent is related 
a 6 per cent reduction in aggregate inputs. For 1940 to 1943, a rise 
elative prices of 40 per cent indicates an increase in total inputs of 4 
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per cent. Note, however, that from 1945 to 1947 a small change i 
relative prices of 5 per cent is related to an increase in these far 
inputs of about 2 per cent. 


TABLE 1 
THREE SHORT-TERM MOVEMENTS IN AGRICULTURAL INPUTS 


Wholesale price index 
Products other 


than farm 

and food) Farm Parity ratio Total production in- 

(1926 = products (1910-1914 puts in agriculture 

100) (1926'=1100) 3==:100} (1935-1939 = 100) 

P9290 meray - Site pes PALES) Se 92 105 92 107 (1930) 
LC PAN fee ae ae Se ed 70 48 58 101 (1933) 
Dropeine per centaste a tae es 24 54 37 6 
USSU eer er nti ae 83 68 81 99 (1941) 
De ete te Ehsan Aah et a 97 123 113 103 (1944) 
Rise thy Per, CONC ast. laa ae 7 81 40 4 
OAS) seews Sek ats foie: hare j ates 100 128 109 105 (1946) 
JY ee kae alas eet. . ee eee eee 135 181 115 107 (1948) 
Risevan peri cent way geo 35 41 5 2 


The burden of these observations has been to present the belli 
that United States agriculture is characterized (1) by demand an 
supply schedules, the price elasticities of which are relatively i 
elastic. and (2) by frequent and large shifts in a short interva 
of time in one or the other or in both of these two schedules. The pri 
and income instability of agriculture is to be explained by these ch 
acteristics because this instability stems basically from particular lar 
and abrupt shifts and the existing price inelasticities. 
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